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EXECUTIVE SUMMARY

This report compares the housing occupied by recipients in the Housing
Voucher and Housing Certificate programs. It is based on evaluations of the
housing of approximately 900 recipients in each program, spread over 10 large
urban Public Housing Agencies (PHAs). Because participants were randomly
assigned to the Housing Voucher or Certificate program, comparison of the two
groups provides a good estimate of differences in program outcomes within the
PHAs sampled. The ten PHAs themselves were selected from among the sample of
18 large urban PHAs included in the Housing Voucher Demonstration. Although
these 18 PHAs are a probability sample, the 10 selected for housing evaluation
are not. We assigned the weights of the 18 large urban PHAs to tﬁé 10 housing
evaluation PHAs based on PHA si1ze and the region of the country in which they
were located. Thus the results are reasonable rather than scientific projec-

tions for all large PHAs.

Both the Housing Voucher and Ce:fificate Programs offer low—income
households assistance in renting units im the private market. Both programs
require recipients to occupy housing that meets program quality and occupancy
requirements. Both are administered by Public Housing Agencies (PHAs) under
contract to HUD. The two programs differ in the way in which they determine

housing assistance payments and in their funding mechanisms.

The Housing Certificate Program determines the amount that a family
will pay from its own resources (the tenant contribution} and then makes up
the difference between this amount and the gross rent (contract rent plus
scheduled utilities not included in the rent) charged by the recipient's
landlord. The program is structured so that a family usually pays 30 percent
of its net income as its contribution to rent. Because the assistance payment
varies with the actual rent, the family is usually not permitted to rent units
with rents that either exceed the HUD-determined Fair Market Rent (FMR) or are

determined by the PHA to be unreasonable.

In the Housing Voucher Program, in contrast, there is a locally 'deter-
mined Payment Standard that initially is equal to the Fair Market Rent. The
housing assistance payment or subsidy under the Housing Voucher Program is
generally the difference between this Payment Standard and 30 percent of the

recipient family's net income, regardless of the rent of the unit actually




chosen by the family. Because Housing Voucher assistance payments are not
tied to rent, the family assisted under Housing Vouchers is allowed to rent
any unit that meets program quality and occupancy standards, and is not lim-

ited by the Fair Market Rent or PHA determination of rent reasonableness.

In the Certificate Program, the tenmant contribution is a fixed percen-
tage of family income, and housing assistance payments vary to make up the
difference between the unit rent and the tenant contribution. In the Housing
Voucher program, on the other hand, assistance payments for a family are fixed
and tenant contributions vary to make up to the difference between unit rent

and the assistance payment.l

The two programs also differ in their funding mechanisms. Under the
Certificate Program, HUD allocates a fixed number of slots to PHAs and under-
takes to fund the costs of these slots. Under the Housing Voucher Program,
HUD allocates a five-year dollar budget to PHAs, which must then determine how
many slots they can afford. In addition, under the Housing Voucher Program,
PHAs have some flexibility in deciding between the depth of assistance offered
and the number of slots that can be funded. Under the Certificate funding
mechanism, the government absorbs any unforeseen increases or decreases in the
costs of funding a given number of slots. Under the Housing Voucher funding
mechanism the programs absorb unforeseen increases or decreases in costs by
adjusting either the number of slots funded, or the depth of the subsidy, or
both.

The differences in the payment formulas for the two programs would be
expected to lead to differences in recipient housing choice. In particular,
Certificate program recipients would be expected to rent units near the limitg
allowed by the program, while Housing Voucher program recipients would be
expected to choose a wider range of rents. This is in fact the case, and, in
addition, Housing Voucher recipients on average select units with slightly

higher gross rents than Certificate program recipients.

1if a recipient's gross rent is very low, the Housing Voucher
assistance payment 1s reduced to assure that the tenant contribution is at
least 10 percent of gross income. In the Certificate Program the required
minimum (and maximum) tenant contribution is the larger of 10 percent of gross
income, 30 percent of net income, or, in some states, the rent allowance
established by AFDC (known as "welfare rent"); the largest of these is usually
30 percent of net income.



While it is easy to compare the rents paid by recipients in the two
programs, {t is more difficult to compare the actual housing obtained by
recipients. We did this in two ways. First we asked whether recipients in
either program appeared to be paying more for the same sort of housing than
recipients in the other program. To do this we examined the way in which the
rents that recipients paid related to the size, location, and amenities pro-
vided by their units. By comparing these rental cost functions for the two
programs, we see whether recipients in one program were paying a premium over

what recipients in the other program paid for the same sort of housing.

There are good reasons for comparing the prices paid by recipients in
the two programs. For the private market in general, it is clear that housing
prices vary within a metropolitan area and that more intensive shopping is
likely to achieve better deals. In fact, the two programs impose different
incentives and restrictions on recipient shopping. In the Certificate program
more careful shopping may result in better housing, but in the Housing Voucher
program it is directly translated into differences in what the recipient pays
out of his or her own pocket. On the other hand, the Certificate program sets
limits on recipient rents and requires that the local PHA certify that the
rents paid are reasonable, whereas the Housing Voucher program imposes no such
restrictions. By determining the extent to which these program differences
lead to differences in the amount paid for similar housing, we are able to
translate differences in rents paid into overall differences in the price paid

for housing and in the real wvalue of housing obtained.

The second approach used in comparing the housing of recipients in the
two programs is direct comparison of recipient housing in terms of various
characteristics such as space, unit amenities, and neighborhocod. These com-
parisons are used to make the differences in the estimated value of recipient
housing more concrete. For certain dimensions we can also compare recipient

housing with the housing they occupied before joining the programs.

Key findings are presented below. Table references after each finding

indicate the basic supporting material in the text.

1. Slightly more than two-thirds of the recipients in each program
had moved from their pre-program units by the time the housing
evaluations were conducted. The other third had been able to meet
program housing requirements in their pre-enrollment unit and had
not subsequently moved. Recipients who moved from their pre-




program units more than doubled their contract rents in both
programs. Housing Voucher recipients who moved registered a
modestly, but statistically significantly, larger increase in
rent. As a result, average program rents for recipients who moved
were $29 per month, or 6.7 percent, higher in the Housing Voucher
Program than in the Certificate Program. (Table 2.3)

Comparison of estimated rental cost functions for the two programs
indicates that the $29 per month higher rents paid by Housing
Voucher recipients who move represent a combination of a $19
difference due to Housing Voucher movers paying significantly
higher prices (4.3 percent above the prices paid by Certificate
Program recipients for comparable units) and a $10 difference
associated with better housing (a 2.3 percent higher housing value
than that obtained by Certificate Program recipients). This does
not mean, however, that voucher holders consistently paid higher
prices for the same quality units. Further analysis of this
average price difference suggests that Certificate holders actu-
ally pay higher prices for units in the lower quality ranges,
while Voucher holders pay higher prices for higher quality

units. Examination of the rules of the two programs suggests some
reasons for this pattern., (Tables 3.3, 3.4, 3.5)

By the time of the Housing Voucher evaluations, the rents of
recipients who stayed in their pre-program units were 23 percent
higher than their pre-program levels in the Housing Voucher Pro-
gram and 21 percent higher than in the Certificate Program, This
difference in rent increases was not statistically significant.
However, a combination of slightly higher pre-program rents and
slightly larger increases did result in average rents for recipi-
ents still in their pre—program units that were $15 per month, or
4 percent, higher in the Housing Voucher Program than in the
Certificate Program. This difference was statistically signifi-
cant. {(Table 2.5)

Comparison of estimated rental cost functions for recipients who
stay in their pre-program units indicates that all of the 4 per-
cent difference in average rents between the two programs is due
to differences in prices paid, with no difference in the real
level of housing obtained. However, estimates for this group are
not precise. Neither the estimated change in prices nor the
estimated real change in housing is statistically significant.
(Table 3.3)

The lack of any large difference in housing between the two pro-—
grams is confirmed by detailed examination of unit and locational
features. Average ratings of unit condition and quality were
slightly higher in the Housing Voucher Program, but the differ-
ences were small (2 percent or less) and only statistically sig-
nificant for evaluator ratings of overall unit quality. There
were no significant differences between the two programs in other
ratings, in an overall measure of housing adequacy, or in any of a
large number of specific amenities. Nor were there any signifi-
cant differences between the two programs in recipient ratings of
their neighborhoods, or in the median income or rent of the Census
tracts in which units were located. (Tables 4.5, 4.9, 4.12, 4.15,
4,17, 4.18, 4,19, 4.21) ’



6.

We can compare the program and pre-program housing of recipients
in terms of unit size, recipient ratings of units and neighbor-
hoods, and characteristiecs of the Census tracts in which they
lived. There were no significant differences between the programs
in the level of these measures or in their change from pre-program
levels. Recipients in both programs showed significant increases
over pre-program levels. Averaging estimates for the two pro-
grams, the average number of rooms per person in recipient units
was 18 percent higher than in pre—program units. As might be
expected, among recipients who stayed in their pre-program unit,
there was no change in the average recipient rating of their
units. Recipients who moved rated their new units 16 percent
higher than their pre-program units and their new neighborhoods 10
percent higher. The average per capita income in tracts occupied
by recipients who moved was &4 percent higher than that in the
tracts in which they had previously lived. Similarly, median
rents in these tracts were 9 percent higher. (Tables 4.1, 4.10,
4,20, 4.22)

Averaging the results for the two programs, non-minority recipi-
ents who moved had previously lived in Census tracts in which 21
percent of the residents were minorities, They moved to Census
tracts with somewhat smaller proportions of minority residents, 19
percent, but the change is not statistically significant. Black
(non-Hispanic) recipients who moved had previously lived in tracts

_in which 76 percent of the population were minorities. They moved

to tracts in which 74 percent of the population were minorities.
Again, this difference is not significant. Nor was there any
significant change in the percent of the tract population who were
either black or Hispanic. Hispanic recipients who moved moved to
tracts with a significantly lower degree of minority concentra-
tion-~from tracts in which on average 73 percent of the population
was minority to tracts in which on average 63 percent of the
population was minority. (Tables 4.25A, 4.25B, 4,25C)



CHAPTER ONE

INTRODUCTION

This report is one of a series of reports comparing the Section 8
Existing Housing Certificate and Housing Voucher Programs based on the results

of the Freestanding Housing Voucher Demonstration.

Until 1974, HUD's principal programs for providing housing assistance
to lower-income families involved subsidized construction or rehabilitation of
housing units, which were then rented to lower-income families at below-market
rents. During the 1960's, HUD began to develop a different approach. Under
the Section 23 Leased Housing Program, Public Housing Authorities (PHAs)
leased units from landlords in the private rental market and then sublet the
units to eligible households at reduced rents. Subsegquent modifications to
the Section 23 program allowed some recipient households to find their own
units, though the PHA still leased the units. Finally, in 1974, the Section 8
Existing Housing Certificate Program shifted responsibility and discretion for

finding and leasing units to participating households.

The Certificate Program provides housing asaistance payments to ten-
ants living in privately owned, existing housing by paying a monthly stipend
to the landlord on the tenant's behalf. The amount of the assistance payment
is determined by the difference between the unit's rent (including scheduled
allowances for utilities not included in the rent) and the family contribution
as determined by the program. Recipients may live wherever they wish within
the PHA's service area as long as (1)} the selected unit meets HUD's housing
quality criteria, (2) the rent is less than or equal to the local Fair Market
Rent (FMR)! set by HUD, and (3) the rent is deemed by the PHA to be reasonable
in terms of the local rental market.

The Certificate Program has been considered successful. There are

currently more than 800,000 households receiving assistance in the program,

lthe Fair Market Rent for an area is a schedule of rents by bedroom
size, The schedule is generally set equal to the 45th percentile of rents for
recent movers in each metropolitan area and non-metropolitan county. They are
intended to approximate the typical local area rent for a modest rental unit
of a size appropriate for each household.




and the cost per household served is lower than in other HUD programs offering
comparable levels of assistance. In certain housing markets, however, tenants
have had di%ficulty finding units that both meet the housing quality standards
and are within the rent ceilings. The Housing Voucher Program was designed to
improve upon the Certificate Program by allowing families a wider range of
choice in finding acceptable units., It was believed that this would both
increase family success in finding units that meet program standards and

permit families tg find units that more closely match their needs.

- More specifically, the Housing Voucher Program removes ceilings on
unit rents., This requires a change in the way program assistance payments are
determined. In the Certificate Program, the tenant contribution is fixed by
the program, and the assistance payment varies to make up the difference
between the fixed tenant contribution and the actual unit rent (including
utility allowances). Tenants have no motivation to lease a unit that rents -
for less than the program will allow. The assistance payment is capped by not
allowing recipients to lease units that,rent for more than the Fair Market
Rent (FMR)} level established by HUD for the PHA jurisdiction or, within this
limit, for more than the level deemed reasonable by the PHA in terms of the

local rentai market.l

In the Housing Voucher Program, in contrast, assistance payments are

fixed based on a payment standard (initially set equal to the Fair Market

Rent), regardless of the rent actually paid. The tenant must then contribute

whatever is necessary to meet the costs of housing that meets the program
quality criteria and the tenant's needs. This will be more or less what the
tenant would contribute undgr the Certificate Program depending on whether the
tenant's rent is above or below the Certificate Program FMR. ~Since the assis~
tance payment is fixed, no limit is placed on how much the tenant can pay for
rent {(though there is a minimum required tenant contribution).?

(Y

In addition, PHAs have some flexibility in allowing individual excep-
tions to the FMR ceiling.

2‘I‘he Housing Voucher assistance payment is further limited by a
requirement that the tenant's contribution (the out-of-pocket expenses for
rent and utilities net of the Housing Voucher assistance payment) be at least
10 percent of gross income. The Certificate program assistance payment is
similarly limited by a requirement that the tenant contribution be the larger
of 30 percent of net income or 10 percent of gross income).

- - - - — N
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. To make this description more concrete, in the most common case the

two programs differ as follows!

Comparison of ?ayments in Prototypical Case .

- Certificaté Program

Tenant Contribution

+

30 percent of income

>

ity

Program Paynent - FMR minus 30 percent
of income, but.if
gross rent is less than
the FMR, the program
payment is reduced by
an amount equal to the
. ' difference, whereas if
the PHA approves a gross
rent above the FMR, the
- program payment is
increased to make up
the difference.

+

Limits on Rent Reascnable and less
: - = than the local FMR

-

e -

3

Housing Voucher Program

30 percent of income,

but if gross rent is less
than the local Payment * ..
Standard, then the tenant
contribution i3 reduced by
the amount of the differ-~
ence, whereas if gross rent
exceeds the local Payment
Standard, then the tenant
contribution 1s increased
to make up the difference.

Payment Standard-minus
30 percent of income

None

Special cases and variations aré-described in Chapter 2 and Appendix D,-

However, the main points should be clear.

Both programs share an underlying

common tenant contribution and program payment based on the estimated local

Fair Market Rent (FMR) or Payment-Standard and tenant income.-

In the Certif-

icate Program, deviations between actual rent and the FMR accrue to the

program, and rents are limited so that they are at or below the FMR.. In the

Housing Voucher Program, deviations between actual rent and the Payment Stan-

dard accrue to the tenant, and no limitations are placed on rent. _ .

- The’absénce of restrictions on rent in the Housing Voucher Program

LR

offers recipients greater flexibility and responsibility in selecting units,

and neighborhodds. Tenants both determine the rents they will accept and bear




the cost of these rents in the form of higher or lower out-of-pocket contribu-

tions, These differences between the programs could be expected to affect the
i . ’ !

success of program applicants in becoming recipients, the type and quality of

housing obtained by recipients, and both recipient and program costs.

_.Section 207 of the Housing and Urban/Rural Recovery Act of 1983, P.L.
98-£81, authorizes HUD to conduct a Bousing Voucher Demonstration in order to
test the desirability of a Housing Voucher Program. There are two components
to this ?emonstration: a component supporting a rental rehabilitation demon-
stration and a "freestanding” component. HUD will use the "freestanding" por-
tion of the demonstration to test the impact of the Housing Voucher assistance

payment formula on program outcomes and costs.

This report is one of a series on the "“freestanding" component. The
Freootanding Housing Voucher Demonstration is being conducted and analyzed by
Abt Associates, Inc., under contract to HUD, in 20 PHAs across the country.
These 20 PHAs consist of 18 larger urban PHAs and two otatewide PHiAs. The 18
urban PHAs are a stratiﬁied ranoom samp;é of all larger, urban PHAs.l In
gddétion, HUD is collecting similar information directly from a sample of 41

smaller urban and rural PHAs. Results from these smaller PHAs will be anal-

yzed separately, by HUD.

' H

Analysis of the Freestanding Housing Voucher Demonstration is based on
direct co;porison of ocutcomes and costs for about 4,000 Housing Voucher recip-
1ent slots and 4, 000 current Sectlon 8 Certlflcate Program reCLplent slots,
spread across the 20 Demonstrat1on PHAs. 1In each PHA, appllcants for the Secx
tlon 8 Exlstlng program are randomly assigned to either the Section 8 Housing
Voucher Program or the current Section 8 Certlflcate Program. Certificates
included 1n the Demonstrat1on sample were flagged to separate them from the
rest of the PHA's Certlfzcate Program. Data on both Housing Voucher and
flagged Certificate famllles are taken. from PHA operating records, using

special forms designed for the Demonstration, These data were supplemented by

1The sample of PHAs was drawn for HUD by Westat. See Dietz, et al.,
for further details. - e
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information from external sources such as the Census and American Hdusing
Survey, as well as by housing inspections for a sample of recipients in each
program. Information was also collected on Demonstration PHA administrative

costs and procedures.,

Demonstration operations began in San Antonio in April 1985. The last
Demonstration PHA began operations in February 1986. In each PHA, Housing
Vouchers and flagged Certificates were issued gradually until the sampling
quota of recipients for each program was reached. Data collection ended in
September 1988.

Housing Quality

Examination of results from the first year of Demonstration operations
showed that in comparison with Certificate program recipients, Housing Voucher
recipients tended to occupy units with somewhat higher average rents. Fur-
ther, as expected, Housing Voucher recipients often occupied units with rents
above the ceilings allowed under the Certificate program. The purpose of this
report is to describe the differences in housing associated with these differ-

ences in recipient rents in the two programs.

Two sorts of concerns arise. The first has to do with the general
level of housing obtained. Roughly speaking, one expects that in a given area
at a given time, higher priced units tend to be better units, at least in the
absence of rent control. However, we also know that units of similar quality
do appear to rent for different amounts. Even within a single market, differ-
ences in luck and effort spent in shopping may lead people to pay different
amounts for the same housing. The first question, then, ig whether recipi-
ents, on average, are getting better housing for higher rents--that is, the
extent to which differences in the average rents paid by recipients in the two
programs reflect differences in the overall quantity and quality of housing
obtained rather than differences in prices paid. This issue is especially
salient in comparisons of the Housing Voucher and Certificate programs, since
the two programs in fact impose quite different constraints on the amount that
recipients may spend for housing and may create quite different incentives in

shopping for housing.

The basic device used in the analysis of overall housing quantity and

quality is the method of hedonic indices. Fundamentally, this involves

11



regression of unit rents on a set of variables describing the unit's size,
amenities, and location. These regressions yield estimates of the average
rent charged for units with a given set of characteristics. By comparing the
regressions for recipients in the two programs, we can determine whether the
recipients in one program or another appear to pay different amounts on aver-
age for units of similar size and quality. Because we only have information
on recipients in the two programs, we cannot compare the amounts they pay with
the market rents paid by unsubsidized renters. We can, however, compare the

two programs or compare groups of recipients within the programs.

When we compare the average rents paid for units of similar quality,
we are in effect comparing the effective price of housing in the two pro-
grams. In everyday language, the price of a house of apartment refers to the
amount paid to own or rent it, The price of housing is different from this.
We think of the rent paid for a unit as equal to the "amount" of housing
services supplied by the unit times the price of housing associated with that
unit., Two units with the same rents but different amounts or qualities of
housing services will have different prices of housing. When we compare
average prices in the two programs, we are asking whether on average recipi-
ents in one program got more housing per dollar than recipients in the other

program.

Although now widely used, the hedonic technique is not perfect for
comparing the price of housing. We cannot hope to list every relevant feature
of every unit. Deviations between the actual rent paid for a unit and its .
predicted average market rent may reflect real differences in unit character-
istics not included in the hedonic equations as well as simply differences in
prices paid. The extent to which differences between actual and predicted
rents are systematically associasted with omitted characteristics can be
asgsessed by determining whether such differences are associated with variables

that are known to influence the level of real housing that families purchase.

The second sort of concern involves translating abstract differences
in rent or rental value into direct comparison of specific features of recipi-
ent units in the two programs. All units occupied by recipients in either
program must be certified by the local PHA as meeting basic program occupancy
and guality standards. Differences in housing beyond these standards may

involve more space, better quality of construction or finish, special ameni-

12



ties, or a better neighborhood in terms of safety, environment, and schools ‘or
other public services. We can directly compare units in the two programs k

along many%of these dimensions. In addition, for a limited set of character-
isticg, we can compare recipient housing with the housing they occupied before

joining the program.

In reviewing specific features of recipient housing, special concern
attaches to the extent to which recipignés use the opportunities affog§ed by
either program to break patterns of residential segregation. Again, we can
compare the location of recipients in the two programs, and compare location
of pre-program and program units. The measures available are, however, lim-
ited, We know the Census tract in which each recipient lives and hence can
examine the extent to which recipients live in tracts that are predominantly
black or white, Hispanic or non-Hispanic, poor or non-poor. However, although
Census tracts are devised to be as homogenous as possible, they typically
include from two to eight thousand people. Racial, ethnic, or economic segre-
gation may take place at a much finer level of neighborhoods within tracts.

In this case, differences in tract descriptors may simply be too gross a

megsure,

Samples and Data Used In This Report

The core data for this report comes from evaluations of recipient
units conducted by staff of Research Triangle Institute, under subcontract to
Abt Agsociates. These evaluations collected information on the physical
characteristics of units and their surrounding areas. Brief interviews, con-
ducted at the same time as the evaluation, elicited information on recipient
ratings of their unit and neighborhood as well as details as to unit rents and
the various services and utilities included in the rent. This information was
supplemented by program records on recipient rent, income, and demographic
characteristics, plus information on pre-program housing taken from interviews

of recipients when they first entered the program.

Housing evaluations were conducted for a sample of recipients in 10 of
the 20 Demonstration sites. Approximately 90 evaluations were completed for
each program in each site for a total of just under 1800 evaluations. The
recipients selected for evaluation were a random sample of recipients in the

= - - - + l'
two programs as of June 1987, Recipient selection was stratified according to
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whether recipients had moved from or stayed in their pre-program unit. The
evaluations themselves were conducted between August 24, 1987 and January

. ta

1988. - ’

.
o

__As noted earlier, the Demonstration PHAs consisted of 18 urban PHAs
and 2 statewide PHAs. The 18 urban PHAs were a probability sample of all
larger urban PHAs and results for this sample can be extrapolated to all
1arge; urban PHAs. The 10 PHAs chosen for housing evaluations were not a
probability sample of the Demonstration PHAs. Only some of the Demonstration
PHAs had large enough recipient samples to provide the minimum number of
observations necessary for estimation of hedonic indices within each site.

The housing evaluation PHAs were chogsen from among thege to provide & reason-
able mix of PHA sizes and regioms. Accordingly, results for the PHAs included
in the housing evaluation sample cannot be extrapolated to the universe of all

larger urban PHAs.

At the same time, it was desirable to develop and present one set of
numbers and comment on the variation in results across PHAs rather than burden
the reader (or analyst) with 10 different sets of results. We could, of
cburse, have simply averaged the results for the 10 PHAs. It seemed more
useful, however, to develop summary results based on the way in which the
Demonstratiog sémple was originally drawn and the characteristics of the 10
housing evaluation PHAs. The original sample of 18 urban PHAs was drawn from
the universe of all larger urban PHAs, stratified by size and region of the
country. Following this, we assigned the sampling weights of the 18 urban

PHAs to the ten housing evaluation PHAs based on size and region.

The resulting estimates are called summary projections in table titles
to emphasize both that they are weighted averages of PHA results and that they
are not scientific estimates of results for all large, urban PHAs with known
sampling distributions. These projections are accompanied by estimates of the
error of estimate (or in this case error of projection)--calculated both in
terms of variation within the 10 PHAs involved and the variation that would
have been estimated across the 10 PHAs had they in fact been a probability
subsample. The latter statistics, however, should be regarded as summary
descriptions of outcomes rather than statements about their sampling prop-

erties.

14



Organization of This Report ‘

The next chapter describes the two programs and presents information
on the rents paid by their recipients. Chapter 3 presents the results of the
hedonic analysis to compare the overall prices paid and housing obtained by
recipients in each program. Chapter 4 then turns to comparison of specific
characteristics, dealing in turn with differences in terms of unit size and .
crowding, in terms of unit and building condition and amenities, and in terms
of the immediate and general neighborhoods of units, including the degree of
racial, ethnic, or economic segregation of the areas (Census tracts) in which

recipients live.

Various appendices provide extensive technical backup for the main
text, Appendix A describes the Demonstration sample and the details of the
rationale used in creating weights for national projections from the 10 hous-
ing evaluation PHAs. Appendix B describes the sources of the data used in the
report and the definition of variables; ‘gppendix C presents the details of
the basic statistics used to present results and discuss variation in results
across sites. Finally, in support of the summary discussion of Chapters 2 and
3, Appendix D discusses the theory of housing choice in the two programs, and
Appendix E both the theory and details of the actual estimation of the hedonic

equation. Appendix F presents various supplementary tables.
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CHAPTER TWO

RECIPIENT RENTS

The focus of this report is comparison of recipient housing in the
Housing Voucher and Housing Certificate programs. This chapter lays the
groundwork for that comparison by comparing the rents paid by recipients in
the two programs. Section 2.1 describes how the two programs differ and what
this would be expected to mean in terms of differences in recipient rents.
Section 2.2 then presents the actual differences in recipient rent between the
two programs. Chapters 3 and 4 then discuss the extent to which these differ~

ences in rent are assoclated with real differences in recipient housing.

The basic findings are as fpllows. Over two-thirds of the recipients
in both programs moved from their pre-program unit (either when they first
became recipients or later). In both programs, recipients who moved rented
units with contract rents roughly twice as large as their pre—program contract
rent. However, the increase was slightly greater in the Housing Voucher
Program, with the result that average contract rent for Housing Voucher recip-
ients who moved was $29 per month, or 6.7 percent, higher than the average

contract rent for Certificate recipients who moved.

Among recipients who stayed in their pre-program unit, average con-
tract rent at the time of the housing evaluation was 23 percent higher than
average pre-program rent in the Housing Voucher Program and 2} percent higher
in the Certificate Program. Recipient rents in the Housing Voucher Program
were $15 per month, or & percent, higher than in the Certificate Program,
reflecting a combination of slightly higher pre-program rents and slightly
larger increases in rent after enrollment. The difference is not unexpected,
since the Certificate Program by definition only allows recipients to remain
in units that both meet the program's housing standards and rent for less than

the maximum allowed rent.

2.1 The Two Programs

The Housing Voucher and Certificate Programs are each variants of the
Section 8 Existing Housing Program and share certain basic features. In both

programs, actual program operations are carried out by local public housing
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agencies (PHAs) under contract to HUD. Eligible applicants accepted by the

PHA are given from two to four months to find acceptable housing in the pri-
vate renthl market. To be acceptable in either program, a unit must meet pro-
gram quality and occupancy standards, and the unit's owner must agree to par~
ticipate in the program. The owner then signs a lease with the applicant and
a separate contract with the PHA. These contracts set the rent for the unit
and specify the amount that the PHA will contribute towards paying the rent
(the program contribution or housing assistance payment) and the amount to be

paid by the tenant (the temant contribution).

The central difference between the two programs ig in the way in which
they determine the size of housing assistance payments. Under the Certificate
proéram, the recipient contribution is fixed at 30 percent of income, and the
program pays the difference between this fixed contribution and the recipi-
ent's rent.l In order to set some limit on assistance payments, allowable
rents must be limited. This is done in two ways, First, rents may not exceed

the schedule of Fair Market Rents by bedroom size (FMRs) published annually by

The actual rule is the larger. of 10 percent of gross income,- 30 per-
cent of net income (gross income net of various deductions), or welfare rent,
The 30 percent of net income figure was larger than 10 percent of gross income
for 98 percent of the first 6,000 Demonstration applicants. The welfare rent
rule applies only in certain states in which ADC payments include an allowance
for rent equal to the ADC family's out-of-pocket expenses for rent up to a
maximum amount, called the welfare rent. In these states, housing assistance
payments that reduce the tenant contribution of ADC recipients below the wel-
fare rent would be offset dollar for dollar by-a reduction in ADC payments.
Accordingly, in such "as-paid" states, the Certificate program sets the tenant
contribution for ADC recipients equal to the larger of 30 percent of net
income, 10 percent of gross income, or the welfare rent. Only two states
included in the Demonstration were as—-paid states—--Michigan and New York-—and
Michigan has since changed its ADC rules. Accordingly, for simplicity the
discussion in this chapter describes the programs in the case where the tenant
contribution is 30 percent of net income. For a full discussion of all pos-
sible variations, see Appendix D.

.
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1

HUD for each area of the country.' Second, the unit rent must be determined

by the PHA to be reasonable, given local market conditions., ‘

Under the Housing Voucher program, in contrast, the maximum assistance
payment is fixed and the tenant contribution varies to make up the difference
between the recipient's rent and the assistance payment. Accordingly, the

Housing Voucher program places no limits on recipient rents.

PREAY

The differences in payment formulas between the two programs mean .that
the relationship between what a recipient pays for housing out .of his or her
own pocket and the rent charged by the landlord will also be differeut. The
Certificate program ties assistance payments directly to gross rent in order
to maintain a program determined tenant contribution and limits the aﬁéistance
payments by limiting recipients' gross rents. The Certificate program tenant
contribution is fixed at the larger of ten percent of gross income or 30
percent of net income. If the recipient’s gross rent is less than this, the
assistance payment is zero. Above this level, the assistance payment
increases dollar for dollar with reciglent gross rent, making up the differ-
ence between gross rent and the fixed Certificate program tenant contribution,
until rent reaches the maximum allowable limit set by the program. If a

Certificate recipient wishes to spend more than this, he or she must leave the

program and give up any assistance.

The Certificate program beging by calculating the tenant contribution
{(the larger of 30 percent of net income or 10 percent of gross income) and
then calculates an assistance payment equal to the difference between gross
rent and tenant contribution. The Housing Voucher program reverses this and |
begins by calculating an assistance payment (thé Payment Standard minus 30

percent of net income), so that the tenant contribution is the difference

.

lpHAs have some flexibility with respect to the FMR ceiling. In gen-
eral, the gross rent (contract rent plus scheduled amounts for utilities paid
by the tenmant) must be less than the FMR schedule of rents by unit size and
type establighed by HUD for the PHA jurisdiction. However, (1) the PHA may
approve rents of up to 10 percent above the FMR on a case-by-case basis for up
to 20 percent of units; (2) the PHA may approve such exceptions for more than
20 percent of units with HUD permission; (3) the PHA may obtain HUD approval
for either categorical (size-type) or case-by-case increases in payment stan-
dard to up to 20 percent above the FMR, In addition, certain subsidized
housing projects (e.g. Section 236 projects) have rent schedules that are
separately approved by HUD. In these cases, the PHA may agree to accept the
HUD-approved schedules for these projects, as long as they are below the FMRs.
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between gross rent and the assistance payment. No limit is set on recipient
rents. If a Housing Voucher recipient lives in a unit whose rent equals the
Payment Standard, then the recipient's tenant contribution will be 30 percent
of net income (as in the Certificate Program). If the recipient rents a unit
for less than this, the assistance payment does not change, and the tenant
contribution will be correspondingly reduced. If the recipient rents a unit
for more than the Payment Standard, the assistance payment is again unchanged,

and the tenant contribution will be correspondingly higher.

In fact, the Housing Voucher Program does set a minimum contribution
of 10 percent of gross income. If recipient gross rent is below the minimum
tenant contribution, the Housing Voucher assistance payment is zero. Above
this level, the Housing Voucher assistance payment rises dollar for dollar
with gross rent until the housing assistance payment reaches its maximum
amount (the difference between the Housing Voucher Payment Standard and 30

percent of net income).

If 10 percent of gross income is larger than 30 percent of net income,
the Housing Voucher minimum tenant contribution will equal the Certificate
program tenant contribution. In fact, the Housing Voucher minimum tenant
contribution is almost always less than the Certificate program tenant con-—

tribution,

The way in which the two formulas differ is illustrated in Table
2.1, The specific examples shown are for a family with a gross income of $660
per month, a net income of $500 per month, and an FMR and Payment Stanégrd of
$450 per month. The Certificate program sets the temant contribution-at
$150;l the Housing Voucher program sets the assistance payment at $300. Thus,
if the recipient rents a unit with a gross rent of $400 per month, he or she
will pay $150 under the Certificate program, with the assistance payment equal
to the difference between gross rent and tenant contribution ($250). The

Housing Voucher program in contrast sets the assistance payment at $300 per_

lynar is, 30 percent of the recipients net income of $500 per month,
since this is greater than 10 percent of gross income.
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Table 2.1

ILLUSTRATION OF HOUSING ASSISTANCE PAYMENTS
AND TENANT CONTRIBUTIONS
AT VARIOQUS RECIPIENT RENT LEVELS

Housing Voucher Program

Housing Assistance Payment = (Payment Standard) - (.3 Net Income)

Tenant Contribution

{Rent) - (Housing Asstistance Payment)

L]
Except that the housing assistance payment s reduced 1f the tenant contribution 1s less than 10
percent of gross 1nhcome. B .

Housing Certificate Program

Tenant Contribution The larger of 30 % of Net income, 10 percent of Gross Income,
- or welfare rent

[

Housing Assistance Payment (Bross Rent) - (Tenant Contribution)

Except that rent must be tess tharn FMR (excepticns to 1.1 times FMR).

Exampie _
FMR =8$450/month
Payment Standard = 450/month
Gross Income = 660/month '
Net Income ' = 500/month
1. Gross Renf = $400/Month
Hous'ng Voucher Program Housing Certificate Program
Housing Assist. Pay. = $450 - (0.3)(500) = $300 Tenant Contribution = (0.3)(500) = $i50
Tenant Contribution = $400 ~ 300 = $100 Housing Assist. Payment = $400 = 150 = $250
2. Gross Rent = $450/month
Housing Voucher Program Housing Certificate Program
Housing Assist. Pay. = $450 - (0.3)(500) = $300 Terant Contribution = (0.3)(500) = %150
Tenant Contribution = $450 - 300 = $150 Housing Assist. Payment = 450 - 150 = 3300
3. 6Bross Rent = §$500/Month
Housing Voucher Program Housing Certificate Program

Unit cannot be
Housing Assist, Payment = $450 - (0.3)(500) = $300 rented at this

rent level.
Tenant Contribution = $500 - 300 = $200
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month and the tenant then pays the difference between the gross rent and the

assistance payment (in this case $100).%

At a gross rent equal to the payment standard and FMR of $450 per
month, tenant contributions and assistance payments are the same in the two
programs. The Certificate program requires the same $150 tenant contribution
as it did the lower rent of $400 per month, so the assistance payment
increases with rent to $300 per month.: The Housing Voucher program pays the
same assistance payment of $300 per month that it did at the lower rent of
$400 per month, so the tenant contribution increases with rent to $150 per

monthe.

As gross rent rises above $450 to $500 per month, the Housing Voucher
assistance payment remains at $300 per month, so the tenant contribution rises
further, to $200 per month. In the Certificate program, where the tenant con-
tribution is fixed at $150 per month a gross rent of $500 per month would
require an assistance payment of $350; to avoid this, the Certificate program

simply prohibits rents above the FMR.Z

The recipient’'s out—-of-pocket payment for gross rent is simply the
difference between the recipient's gross rent and the housing assistance ﬁay—
ment. This is shown in Figure 2.1. In the Certificate program, the recipient
is only allowed to occupy units with gross rents between the minimum and maxi-
mum allowed levels, However, within this range of rents, the tenant payment
ig fixed. There is also a minimum gross rent in the Housing Voucher program
(though it will generally be lower than that in the Certificate program),‘and
also a range of rents over which tenant payments do not vary because assist-—
ance payments increase to match any higher rent. After a point, however,
asgsistance payments stop increasing and any further increase in gross rent is

paid by the recipient.

1But notice that if the gross rent were below $366, the Housing
Voucher assistance payment would be reduced so that the tenant contribution
would always be at least 10 percent of gross income ($66 per month).

214 fact, as already noted, PHAs can allow some recipients to rent up
to 10 percent above the FMR. Thus, if the PHA chose to grant an exception, a
gross rent of $490 'would result in a Certificate program tenant contribution
of $150 and assistance payment of $340, whereas the Housing Voucher program
would leave the assistance payment at $300 and increase the tenant contribu-
tion to $190.
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Certificate program recipients may, of course, elect to remain in

their pre-program unit if 1t meets (or is repaired to meet) program occupancy
and quality requirements. If they move, however, it seems likely that they
will tend to rent units near the maximum allowable rent, since taking less
expensive housing would not reduce their own tenant payment. Similarly, Hous-
ing Voucher recipients who move would be expected to lock for units with gross
rents at least as large as the "cormer rent" in Figure 2.1. Above this,
however, they may choose from among a range of rents either higher or lower
than the Certificate program maximum, depending on their needs and the cost of

housing that meets program standards.

We would expect that while average recipient rents in the Housing
Voucher program might be higher or lower than in the Cerglficate program, they
are likely to be more dispersed. In fact, as discussed further in Section 2.2
below, average recipient rents are somewhat higher in the Housing Voucher

program and much more dispersed.

2.2 Recipient Rents

Table 2.2 shows the average gross rent paid by recipients in each pro-
gram. The table format will be used repeatedly in this report and it is worth
a moment to discuss its overall structure. For each outcome listed (in this
case, recipient gross rent), the table first presents the average value- for
sampled recipients in each program and the difference in average value between
the two programs. The next two lines under each outcome heading present esti-

mates of the error in the sample estimates. !

The average gross rent paid by sampled recipients in the Housing
Voucher program was about $23, or 5 percent higher than the average gross rent

of $479 paid by recipients in the Certificate program.2 Recipient rents are,

lrwo errors of estimate are presented. One, labeled "within PHA
standard error," reflects only on variation in estimates associated with
samples of recipients in the Demonstration PHAs. The other, labeled "total
error of estimate," reflects on the variation on estimates associated with the
samples of recipients and the samples of PHAs. For details, see Appendix C.

2The figures presented in this chapter usually are based on the sample
of recipients for whom all the information needed for the analyses of Chapters
3 and 4 was available. Figures for the full sample are presented in Appendix
F. They are not materially different from those presented here.
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TABLE 2.2
RECIPIENT RENTS?
(National Projections)

Housing Housing _t-Statistic
Voucher Certificate for
Program Program Difference _Difference
Gross Rent
Mean $503.98 8478.86 $25.12
Within-PHA standard 4,47 ¢ 3.61 5.75 T 4 3 7%%
error :
Total standard 28,35 28.92 5.75 4 37w
error
Contract Rent - e
Mean $448.99 $424.00 $24.99
Within~PHA standard 4,01 3.22 S.14 ~ 0T 4, 86%%
error -
Total standard 30.32 31.51 5.42 ‘4, Bl
error !

[P

8Estimates are for sample with complete data for hedonlc'
regressions., For complete sample, see.Appendix F. :

*% = Significant at 0.01 level
* = Significant at 0.05 level
+ = Significant at 0.10 level
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however, more dispersed in the Housing Voucher program, as indicated by the
within-PHA standard error for Housing Voucher recipients of 4.47, which is
about 24 percent larger than that for Certificate recipients, despité roughly

equal sample sizes. . ,

1l

¥ [
! The larger dispersion of Housing Voucher recipient rents is presented

graphically in Figure 2.2, which shows the overall distribution of recipient
rents expressed in terms of the ratio of the rent to the FMR or Payment Stan-
dard used in determining payments.1 As can be seen from the figure, rents are
more dispersed in the Housing Voucher program. Recipient rents in both pro-
grams tend to cluster around the relevant FMR or Payment Standard. However,
almost three~fourths of Certificate program recipients had rents within 10
percent of the relevant FMR, as compared to fewer than half of Housing Voucher

recipients.2

The connection between recipient rents and the program payment for-
mulas may be further illuminated by considering the difference between recip—
ient rents in the program and their|renfs prior to the program.. For this pur-
pose, we need to compare contract rents, since we do not know gross rent for
pre-program units. Since contract rents do not include allowances for utili-
ties not included in the rent, they will tend on average to be somewhat lower
than gross rents. Further, changes in contract rent may to some extent

reflect changes in the utilities included.in the rent.

Recipient contract rents were 79 percent, or $198 per month, higher

than pre-program rente¢ in the Housing Voucher Program and 72 percent, or $177

17t should be noted that FMRs change over time and do not always equal
the Payment Standard in effect at the same time.

‘ZEzamination of reported Certificate rents more than 10 percent above
the FMR generally shows that there are some errors in reporting. These are
not corrected here because the same rule .could not be used to identify errors
in rents reported for Housing Voucher rebipient§, who face no limit on allow-
able rent. : -7 N
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Figure 2 2

istinbution_of FMR'

30

‘B‘ Housing Voucher *
Recipienis

—~ Housing Certficate
Recipients

0.4 0.6 0.8 1.0 1.2 1.4 1.6

Rent/FMR

* Values below 0.6 ‘are not shown. The‘top 1 percent of the distubuhén

in each program is excluded. For details see Appendix F, Table F.2. .1
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per month, higher in the Cer;ificate Pi'ograrn.1 The $21 larger increase in the
Housing Voucher Program is statistically significant, although modest in
contrast to the total increase in both programs. Combined with very slightly
(and not statistically significantly) higher pre-program rents in the Housing
Voucher Program, it results in Housing -Voucher recipient contract rents that
weré“§25 per month, or 6 percent, higher than recipient contract rents in the

Certificate Program (Table 2.3). :

The connection between the programs' rules and the change in recipient
rents may be further illustrated by comparing the actual change in recipient
rent with- the change that we would expect from the discussion of the program
rules in the previous section. In the Certificate Program we expect that
recipients will tend to rent units with gross rents near the maximum allowed
limit. Thus we would expect that the difference between recipient gross rent
and recipient pre-program contract rent would closely match the difference
between the FMR and pre-program contract rent. Of course, there will be
exceptions. Certificate recipients who do not move may register quite differ-
ent rent increases. Further, as noted earlier, the actual maximum allowable
rent may be higher than the FMR in some cases by PHA-granted exceptions, or
lower than the FMR where PHA rent reasonableness tests indicate lower-than~FMR

rents.

Our expectations for the Housing Voucher Program are less precise. We
expect the change in rent to be less closely related to the difference between
pre-program rent and the Housing Voucher Payment’ Standard. Given the fact of

higher. average Housing Voucher rents, we also expect that we will find that

some recipients increased their rent by more than this difference.

5 -

11t should be noted that these changes in contract rent may be much
larger than the changes caused by the program. The Housing Allowance Demand
Experiment provided strong evidence that existing housing programs could “to
some extent tend to attract recipients who were about to move to higher rent
units withéut-the program. Because of this,’simple calculation’of -changes in
rent may overstate program effects. Such selection effects-are-strongest on
variables that directly relate to program requirements. For a program similar
to the Housing Voucher or Certificate program, the Demand Experiment found a
substantial selection effect on the change in the proportion of rec1p1ents
living in standard housing, but no selection effect on the change in expendi-
tures (see Kennedy (1980), p. 176ff. and Frledman and Wexnberg, Appendzx IX)

i
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Pre-Program Contract

Rent
Mean

Within-PHA
standard error

Total standard
error

Recipient Contract
Rent

Mean
Within-PHA
standard error

Total standard
error

Change in
Contract Rentb

Mean

Within-PHA
standard error

Total standard
error

TABLE 2.3

CHANGE IN CONTRACT RENT?

(National Projections)

Housing Housing
Voucher Certificate
Program Program
$250.67 $246.88
4.78 5.00
22.19 23,38
$448.,99 | $424.00
4,01 ) 3,22
30.32 ¢ 31.51
$198.47 $177.28
5.43 - 5.26
22,97 23.20

3Estimates are for sample with complete data for hedonic
regressions. For complete sample, see Appendix F.

t-Statistic

for |
Difference Difference
3.78
6.92 0.55
6.92 0,55
$24.99
5.14 4, 86%%
5.42 4,6]1%*
$21.18
7.56 2. 80*
7.56 2.80%

bChange data may notiequal difference between program and pre-program
levels due to missing values.

kxd

.3
]

+
1]

‘Significant at 0.01 level

Significagt at 0.05 level

Significant at 0.10 level
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